, the usual fixed effects (within) estimator is inconsistent when the explanatory variables are not strictly exogenous. For certain applications the strict exogeneity assumption can be quite restrictive.
One case where strict exogeneity cannot hold is when a lagged dependent variable is included among the regressors, as in the models studied by Balestra and Nerlove (1966) and Anderson and Hsiao (1982) . But the strict exogeneity assumption can also be restrictive in static and finite distributed lag models, as it rules out certain kinds of feedback from the explained variable to future explanatory variables. Standard fixed effects estimators in nonlinear panel data models, such as the count models considered by Hausman, Hall, and Griliches (1984) (HHG) , are also inconsistent if the explanatory variables are not strictly exogenous; see Chamberlain (1984) and Wool dridge (1990) .
To formalize the discussion, let y , t=l,. with the restriction that the lag lengths appearing in x do not depend on t.
Examples are^-y^, x fc^V x fc -(y t _ r Vl' y t-2 •*t-2 ) ' and X t " (z , . . . ,z A second example appears in Rose (1990) PROOF:
From (2.6), it is enough to show that The asymptotic variance of /3 is estimated by (Rj[Aj Rx,) . . subset of (x.,c.
,...., c.,,r: , ,...,r.-), t=2
T.
If the x_ are not
assumed to be strictly exogenous, v simply excludes leads of x .
Instead, Shapiro (1984) , Zeldes (1989) , and Morduch (1990) linearize (5.13) and remove time averages to account for the fixed effects. Depending on the context, either OLS or IV procedures are applied to the demeaned data.
For example, Shapiro (1984) and Zeldes (1989) 
